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Abstract 
The number of household debt in Malaysia continue to increase and seen as one of the effects of the 
unstable Malaysian economy. Consequently, authors motivated to do the study that focuses on 
analyzing the debt offered to the consumer. The research paper aims to examine the relationship 
and impact of macroeconomic determinants or variables on household debt in Malaysia and to 
determine the most significant factor that affects household debt. The study used the annual 
secondary data from 1984 to 2018, taken from reliable sources; Databank, Knoema, Bloomberg, and 
Bank Negara Malaysia. Three macroeconomic determinants used; Gross Domestic Product (GDP), 
Unemployment Rate (UN-EM), and Inflation Rate (INF). The relationship between macroeconomic 
determinants and household debt is analyzed using Econometric method namely Descriptive 
Analysis, Augmented Dickey Fully (ADF), Unit Root Test, Philips-Perron (PP) Unit Root Test, Normality 
Test, and Regression Analysis. Based on the multiple Regression Model Test, the results showed that 
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all the three variables; the GDP, UN-EM and INF, have direct relationships with or pose positive 
impacts on the household debt. The UN-EM showed the largest and followed by the GDP. The finding 
indicates that the rise of these independent variables determines the rise of household debt. Only 
the GDP and UN-EM are significant determinants, while INF is found insignificant. Findings of this 
study reinforced that the household uses the debt as a substitute for income to finance the rising 
consumption due to the higher cost of living. The findings demonstrate that the debt level is high and 
show the actual national struggles. As a recommendation, the future researcher could use different 
data structure, research on other countries and add more macroeconomic variables. 
Keywords: Household Debt, Macroeconomic, Determinants, Factors, Financing. 
 
Introduction  
The increasing of household debt has drawn attention for policymakers, academicians and 
economists to push for further research. High level of household debt measuring as a ratio household 
debt to Gross Domestic Product indicates a cause of instability and lower economic growth (Mian, 
Sufi, & Verner, 2016).  
 
In 2018, Malaysia’s household debt stood at RM1.18 trillion. The most significant percentage of this 
debt is residential housing loan amounted to RM628 million accounted for 53.2 per cent of the total 
household debt. The percentage of household debt to the gross domestic product in Malaysia 
remained higher at 82.2 per cent in 2019 (The Star, 2019).  
 
The rising household and personal debt have led to unprecedented numbers of people filing for 
bankruptcy, which undermines the intended benefits of such credit availability (Azma, Rahman, 
Adeyemi & Rahman, 2019). 
 
Many Malaysian households have limited savings and relatively low incomes. In the Malaysian 
context, ease of getting credit, increases in payment periods and use of credit cards instead of cash 
contributed to the increasing number of consumption and indebtedness in Malaysia (Endut and Hua, 
2009). Zainol et al. (2016) shared that the household debt in Malaysia has increased from RM465.2bn 
in 2008 to RM1,010.8bn in 2015. 
 
The study aims to identify the relationship between household debt and its variables and to 
determine the significant variable affecting household debt. Three variables used are the Gross 
Domestic Product (GDP), Unemployment Rate (UN-EM) and Inflation Rate (INF). 
 
Literature Review 
Household debt is a new issue that is growing excessively in both developed and developing 
countries.  The issue triggered and raised concerns by the economist as it leads to the risk of financial 
instability (World Bank, 2014). Past researchers conducted studies on a household debt with various 
determinants used. Based on that, the macroeconomics determinants that gave impact to household 
debt used for this study were Gross Domestic Product (GDP), Unemployment Rate (UN-EM) and 
Inflation Rate (INF). 
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Household Debt 
Household debt is a debt which requires payment; payments of interest; principal to the creditor at 
a date and in the future for all the liabilities. Households borrow for several reasons, such as for 
saving; for overdue consumption or to purchase a house (Azwani, Nabihah, and Zuraida, 2019). Thus, 
having debt helps to make resource allocation more efficient and improve standards of living by 
bringing forward consumption and investment. 
The rise of household debt has increased concern to the government and household sectors. This 
issue has also attracted the researchers to conduct the study and investigate the factors or 
determinants that impact the household debt in Malaysia (Yahaya and Sarwe, 2019).  The debt also 
gave a negative impact and creates vulnerabilities to financial stability when the level of household 
debt is high (Charpe and Flaschel, 2013).  
 
However, the introduction of Maqasid Al- Shariah helps to solve financial imbalances sees as a helping 
hand in stabilizing the economy before GDP growth targets calculated (Meniago, Petersen, Petersen, 
and Mongale, 2013). The issues of the principle of household debt and finance according to the 
Islamic economic perspective and finding are the principle of debt and finance according to Islam for 
households, and financial institutions also being discussed thoroughly by researchers (Yun Kim, 
2011). 

 
Household Debt and Gross Domestic Product 
Gross Domestic Product defined as the market value of all final goods and services produced in 
countries for one year. The real GDP solves the nominal GDP problem, which is GDP increases yearly, 
but output has not increased, by correcting the prices. It compares the actual yearly number from 
real GDP, which easier to determine and has real changes in output (Yahaya and Sarwe, 2019).  

 
Khans et al. (2016), revealed the connection between household debt and GDP in Malaysia using the 
non-causality theory. GDP and household debt are closely related, either in the short term or in the 
long term (Nieto, 2007). The researcher found that positive economic growth reflects higher GDP 
where households earned more incomes and banks issue additional debt. The household debt in 
Malaysia act as a proxy for income (Oikarinen, 2008). 
 
Household Debt and Unemployment Rate 
The unemployment rate in Malaysia is stable at three per cent, which means the population is 
experiencing somewhere close to full employment. The Statistic portal proved that the country 
achieved its lowest unemployment rate in 2014, with a rate of 2.85 per cent. The vibrant economy of 
Malaysia is considered one of the strongest in South - East Asia (Yahaya and Sarwe, 2019). 
 
Unemployment rate denotes to the number of unemployed people; a percentage of the labour force 
comprises of the unemployed and that self-employment (Gerlach and Peng, 2004).  Jan, Grzegorz and 
Alena (2017) stated that unemployment has a negative short-term relationship. The households tend 
to increase borrowing due to increased spending or low unemployment (Meniago, Petersen and 
Mongale, 2013). About one-third of total unemployment rises in Spain can be traced back to high 
levels of household debt. 
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Hair et al. (2012) found that unemployment will create labour market uncertainty and prevent 
households from borrowing money. Financial bodies will also avoid debt issuance. Haishan (2014) 
concluded that a high level of unemployment means that there is less income for all households and 
a stronger desire for consumer financing loans which increases the possibility of financial constraints 
and discourages households from borrowing because households may not be able to repay loans.  

 
Jauch and Watzka (2013) investigated the effect of household deleveraging on unemployment in 
Spanish and found that an increase in household debt found to be significantly affected by positive 
changes in unemployment. In a different study, Catherine et al. (2016) revealed that unemployment 
rate is a positive and significant relationship with household debt because they found that temporary 
unemployment situation would also compel households to increase debt when they have to maintain 
their current living standards.  

 
The unemployment rate also has a negative and significant relationship on household debt (Meng et 
al., 2013; Hoang and Meng, 2015 and Masturah et al., 2016). A study by Meng et al. (2013) about the 
determinants of Australian household debt suggests the unemployment rate is one of the leading 
factors which explains the rising household debt level in Australia. Defaults on payments will occur 
as borrowers will find it challenging to maintain their mortgage payments during periods of 
unemployment (Hoang and Meng, 2015). 
 
Household Debt and Inflation Rate 
Inflation is the rate at which the general level of prices for goods and services is rising; which in return, 
the purchasing power of currency is falling. Mutezo (2014), Zimunya and Raboloko (2015) and 
Nomatye and Phiri (2017) used this determinant in their studies. The inflation has positive and 
significant in influencing household debt which is supported only by Mutezo (2014). The reason is 
when the reserve bank is cleverly controlling the interest rate in the event of inflation going up, and 
South Africa households will be burdened by debts that they will not be able to pay. 
 
Contradict with the study above, and inflation also can be harmful and significant related to the 
household debt (Meng et al., 2013 and Catherine et al., 2016). They argued that higher inflation 
would reduce the household’s ability to borrow. Concerning borrowing, inflation will devalue the 
debt, providing a strong stimulus for households to borrow. 

 
The inflation also can be found insignificantly related to household debt by Nomatye and Phiri (2017) 
and Zimunya and Raboloko (2015) where they found that inflation has a relationship with the 
household debt insignificantly by investigating the macroeconomic determinants of household debt 
in South Africa.  

 
Theoretical Framework 
The theoretical framework for this study is in the following figure. 
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Independent Variable    Dependent Variable 
 

Figure 1. Theoretical Framework for the study (Azwani et al., 2019; Yahaya and Sarwe, 2019). 
The hypothesis developed for this study are as follows: 
 
H1 = There is a significant relationship between independent variables (gross domestic product, 

unemployment and inflation) and household debt in Malaysia. 
H2 = There is a significant relationship between variables 
 
Research Methodology 
Descriptive analysis is the first analysis done and used to describe the basic features of the data in 
this study. It provides simple summaries about the sample and the measures. With the aid of simple 
graphics analysis, the data presented as a form of the virtual basis for every quantitative analysis 
(Nick, 2007).  
 
The observation data for each variable based on secondary data taken between 1984 to 2018, which 
ranged about 35 years using Eviews 10 software. This study focuses on three selected independent 
variables, namely, Gross Domestic Product (GDP), Unemployment Rate (UN-EM) and Inflation Rate 
(INF) and the dependent variable is Household Debt (HD). Data taken from reliable sources; 
Databank, Knoema, Bloomberg, and Bank Negara Malaysia. 
 
The test for non-stationarity of data is also known as the unit root test. The Augmented Dickey-Fuller 
(ADF) test is a unit root test for stationarity. Unit roots can cause unpredictable results in time series 
analysis and a compulsory test to do. 
 
Multiple Regression model analysis used in this study to find the relationship between variables.  T-
Test or theory of hypothesis statement used to know whether to reject or not to reject the null of the 
hypothesis. It is a multivariate technique that is used very often in business research.   The formula 
derived for this study as the following 

HDi = β0 + β1GDPi+ β2UNEMi + β3INFi + 𝛆i 

 

Gross domestic product

(Yahaya and Sarwe, 
2019)

Unemployment Rate

(Yahaya and Sarwe, 
2019)

Inflation Rate

(Azwani et al, 2019)

Household Debt 

(Azwani et al, 2019) 
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Multiple regression analysis provides a means of objectively assessing the degree and the character 
of the relationship between the independent variables and the dependent variable. The regression 
coefficient indicates the relative importance of each independent variable in the prediction of the 
dependent variable (Sekaran and Bougie, 2013). 
 
Findings and Analysis 
The study used the Gross Domestic Product, Unemployment Rate and Inflation Rate as an 
independent variable to examine the relationship and impact on the dependent variable, which is 
Household Debt. 
 
Descriptive Analysis 
Table 1 summarizes the essential descriptive statistics of all observations for each variable, 
respectively. 

Table 1. Descriptive Analysis 

 GDP UN-EM INF 

Mean  5.533012  3.980000  3.157833 

Median  5.788499  3.430000  3.633484 

Maximum  10.00270  8.290000  10.38876 

Minimum -7.359415  2.450000 -8.717320 

 Std. Dev.  3.728365  1.496130  4.030578 

Jarque-Bera  23.54706  18.18851  5.732402 

Probability  0.000008  0.000112  0.056915 

  
As illustrated in Table 1, the highest mean scores for this study is 5.533012, while the lowest mean 
rating was 3.157833. The average score of the Gross Domestic Product was 5.533012, reflecting that 
increase household debt in Malaysia. It also can be observed that the lowest mean score is Inflation 
Rate 3.157833, indicated that this variable was the least factor that influences household debt in 
Malaysia. Unemployment Rate is the second important factor that influences household debt in 
Malaysia as the mean score is 3.98. 
 
In term of p-value showed Gross Domestic Product and Unemployment Rate showed significantly 
impact the Household Debt with 0.000008 and 0.000112 values, respectively. Contrast with Inflation 
rate p-value is 0.056915, which means the p-value is not significant. 
 
Therefore, Descriptive Analysis shows that two macroeconomic variables, namely Gross Domestic 
Product and Unemployment Rate, are significant; meanwhile, the probability for Inflation Rate is not 
significant. 
 
Compulsory Test Analysis 
The Augmented-Dickey Fuller (ADF) and Phillips-Perron (PP) used to test the unit root of the data. 
Tables 2 show the results from the unit root tests for the three variables studied. 
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Table 2: Unit Root Test using Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) 
 

 
 
 
 
 
 
 

The results for both ADF and PP test showed that the p-values of all three variables are stationary at 
5 per cent of the significance level. 
 
As shown in Figure 2, the p-value for the Jarque–Bera Test is 0.126013, which means that the error 
term normally distributed. 

0

1

2

3

4

5

2.4 2.5 2.6 2.7 2.8 2.9 3.0 3.1 3.2 3.3 3.4 3.5 3.6 3.7

Series: HD
Sample 1 35
Observations 35

Mean       3.235417
Median   3.285000
Maximum  3.690000
Minimum  2.450000
Std. Dev.   0.312103
Skewness  -0.967925
Kurtosis   3.628670

Jarque-Bera  4.142744
Probability  0.126013

 
 

Figure 2. Normality Test 
 
As illustrated in Table 3, Household Debt has a linear relationship or correlation with all the 
independent variables, which are Gross Domestic Product, Unemployment Rate and Inflation Rate. 
 

Table 3: Correlation matrix for all variables 
 

 
 
 
 
 
 
 

 
 
 
 
 

 Augmented Dickey-Fuller Phillips Perron 

Variable Level 1st Different Level 1st Different 

HD 0.0005 0.0000* 0.0043 0.0000** 

GDP 0.0006* 0.0000* 0.0006* 0.0000** 

UNEM 0.8394 0.0122* 0.7981 0.0090** 

INF 0.0000* 0.0000* 0.0000* 0.0001** 

Probability HD GDP UN-EM INF 

HD 1.000000 
----- 

   

GDP 0.776815 
0.0000 

1.000000 
----- 

  

UNEM -0.282574 
0.0111 

-0.083441 
0.6443 

1.000000 
----- 

 

INF 0.432131 
0.0120 

0.310377 
0.0788 

-0.273256 
0.1239 

1.000000 
----- 
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Regression Analysis  
Based on Table 4, only gross Domestic Product and Unemployment Rate show a positive relationship 
with the Household Debt. The p-value for Gross Domestic Product is 0.0000 and unemployment Rate 
is 0.0228 is significant at 5 per cent significance level. The different result shows a positive 
relationship between Inflation Rate and Household Debt, but the p-value is not significant at 0.1707, 
which is more than 5 per cent of significant level. 
 

Table 4: Regression Model 
 

 
 

 
 
 
 
Discussion 
This study investigates the impacts of three standard macroeconomic variables, namely the gross 
domestic product, unemployment rate and inflation rate towards household debt in Malaysia using 
annual data spanning from 1984 to 2018. Both the ADF and PP unit root tests confirm that each 
variable data series are stationary or integrated at the first difference.  
 
Further, the Pearson’s correlation test suggests that all three independent variables are significant, 
where the GDP and inflation rate pose a medium to high positive correlations while the 
unemployment rate indicates low negative correlation with the household debt, respectively.  
 
The findings indicate that when a country’s economic activities grow and develop, this will uplift the 
income level of the households, eventually spurs the demand for banks’ financing or loans to meet 
their personal needs or wants. On the other hand, the rising inflation rate will contribute towards a 
hike in the prices of goods and services.  
 
Despite the rising income level, the households’ purchasing power might be deteriorating, which is 
suppressed by rises in inflation. Consequently, the households will go for banks’ loans or financing as 
substitutes to cover the financial shortage. As for the unemployment rate, which indicates negative 
correlation indirectly showed that the more number of citizens or households are unemployed, the 
lesser demand for banks’ loans or financing due to incapability to repay in the future.  
 
Meanwhile, the multiple regression test reveals that only the GDP and unemployment rate are 
significant variables, whereas the inflation rate is not. In term of effects, all three variables affect the 
household debt positively,  where unemployment shows the most significant effect on household 
debt and followed by the GDP. Inflation merely has minimal impact on household debt.  
 
The finding on the GDP is consistent with Nizar (2015), who revealed that an increase in GDP reflects 
positive economic growth, which has a relationship with household debt in the short or long run. Due 
to the rise in households’ income, this encourages the banks to issue more loans. The result on the 

Variable Coefficient Std. Error t-Statistic P-Value   

C -12.88687 5.618250 -2.293751 0.0328 

GDP 1.179065 0.141104 8.356010 0.0000 

UN-EM 4.002566 1.623273 2.465737 0.0228 

INF 0.072281 0.126691 0.570525 0.1707 
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GDP also supports Meniago, Petersen, Petersen and Mongale (2013), who concluded the significant 
and positive relationship between household debt and GDP.  
 
When the GDP increases, this will encourage households to borrow more and cause household debt 
to increase. These findings are in line with the model that states higher GDP indicates higher 
economic growth and followed by higher income, which means that households and creditors will 
feel confident in taking and issuing more debts.  
 
The finding on unemployment is consistent with the previous study by Jauch and Watzka (2013) that 
claimed an increase in household debt found to be significantly affected by positive changes in 
unemployment. The result of this study is also in support of Catherine et al. (2016), who revealed 
that the unemployment rate has a positive and significant relationship with household debt. They 
further discovered that temporary unemployment would also force households to increase debt 
when they have to maintain their current standards of living.  
 
As for the inflation rate, our study shares a similar finding with Nomatye and Phiri (2017), who 
evidenced that inflation has a relationship but insignificant with the household debt in South Africa. 
Another study by Zimunya and Raboloko (2015) also proved that inflation is insignificantly related to 
household debt. By considering the inflation premium in the real interest rates, the tendency of 
inflation to stimulate demand for credits is cancelled out by the increase in the nominal interest rates; 
hence the net effect of inflation is not significant (Zimunya and Raboloko, 2015). 
 
Conclusion  
In conclusion, the research proposing to the policymakers to plan, strategize and enhance the 
economic policies. The related government agencies should revise and improve the existing 
economic policies, which are not effective or not contributing sufficiently to the increase in GDP or 
economic growth. If the foreign workers’ policy tightened then the country may reduce the 
dependency on foreign labours.  
 
As an alternative, the job positions must be filled in by the local citizens with equal salary and 
incentives in equivalent to the rising cost of living. Besides, action plans must be undertaken by the 
related agencies to ensure that enough job opportunities openly created in the economic sectors that 
are involved in high-tech and strategic industries. These steps are crucial to fight the unemployment 
issue.  
 
Also, the related government agencies should come up with appropriate mechanisms to monitor the 
industries and suppliers of goods and services from charging too high prices on their products. Both 
parties must work closely in order to ensure the prices of goods and services are in control and 
ultimately could curb the inflation to escalate.  
 
Finally, we suggest to the banking or lending institutions to develop flexible and attractive credit or 
debt facilities at reasonable costs that will contribute towards a ‘win-win’ situation to both lenders 
and borrowers, in particular, the households.    
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For future research, we recommend using a different data structure such as panel data based on 
daily, weekly, quarterly or monthly. The data set separated using several sub-periods or known as 
panel data such as pre, during and post-financial crises periods.  
 
The results will be more meaningful if future research could also study a comparison with other 
countries either developed, developing or third world countries. Last but not least, adding more 
macroeconomic variables will generate more holistic picture to the future study. 
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